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American Institute of Certified Public Accountants 
1211 Avenue of the Americas, New York, NY 10036-8775, Telephone (212) 575-6200 
Telex: 70-3396, Telecopier (212) 575-3846 
The AICPA Professional Ethics Executive Committee is issuing this exposure draft for review and com-
ment by Institute members and other interested parties. The exposure draft contains six proposed new 
ethics rulings, a proposed revision of existing Interpretation 101-5, and a proposal to withdraw existing 
Interpretation 201-3. Copies of the proposed pronouncements and an explanatory preface to each are 
included. 
It should be noted that a summary does not accompany this omnibus exposure draft. The diversity of 
material precluded use of a single summary at the beginning of the exposure draft; rather, the type of 
information that a summary contains is included in the "Explanation" preceding each proposed ruling. It 
is believed that the reader will thus be able to consider the proposed pronouncements with clearer focus 
on the particular issues. 
If the proposals in this exposure draft are approved for publication by the Professional Ethics Executive 
Committee after the exposure period is concluded and comments are evaluated, each pronouncement will 
become effective on the last day of the month in which it is published in the Journal of Accountancy. A 
member should also consult, if applicable, the ethical standards of his state CPA society, state board of 
accountancy, the Securities and Exchange Commission, and any other governmental agency that may 
regulate his client's business or use his report to evaluate the client's compliance with applicable laws and 
related regulations. 
Comments or suggestions on these proposed pronouncements will be appreciated. Responses should be 
typed on the appropriate page in the enclosed mailer. They must be received at the AICPA by August 25, 
1987. All written replies to this exposure draft will become part of the public record of the AICPA and will 
be available for inspection at the office of the AICPA after September 30, 1987, for a period of one year. 
Please send comments to 
Herbert A. Finkston 
Professional Ethics Division 
AICPA 
1211 Avenue of the Americas 
New York, N.Y. 10036-8775 
Sincerely, 
Leonard A. Dopkins 
Chairman 
Professional Ethics Executive Committee 
Herbert A. Finkston 
Director 
Professional Ethics Division 
PROPOSED REVISION OF CURRENT INTERPRETATION 101-5 
UNDER RULE OF CONDUCT 101, "INDEPENDENCE" 
The Meaning of Certain Terminology Used in Rule 101-A-3 
EXPLANATION 
Rule 101, "Independence," provides, in part, that "the independence of a member or his firm will be 
considered impaired if during the period of the professional engagement, or at the time of expressing an 
opinion, he or his firm had any loan to or from the enterprise or any officer, director, or principal stock-
holder thereof." As stated in Rule 101, this proscription does not apply to loans from a financial institu-
tion that are not material in relation to the net worth of the borrower, such as home mortgages or other 
secured loans, which were made under normal lending procedures, terms, and requirements. 
Currently, Interpretation 101-5 provides guidance for the purposes of Rule 101 with respect to the 
phrase "normal lending procedures, terms, and requirements." 
The Professional Ethics Executive Committee proposes to revise Interpretation 101-5 in order to 
provide guidance to members with respect to the terms "loans" and "financial institution" as used in 
Rule 101. 
The interpretation also points out that related prohibitions that may be more restrictive are prescribed 
by certain state and federal agencies having authority over such financial institutions. As an example, 
broker-dealers are subject to regulation by the Securities and Exchange Commission, which may have 
more restrictive requirements. 
TEXT OF PROPOSED REVISION OF CURRENT INTERPRETATION 
The Meaning of Certain Terminology Used in Rule 101-A-3 
(material in bold type is proposed to be added) 
This interpretation defines certain terms used in Rule 101-A-3 of the Institute's ethics code. The Rule 
prohibits loans to a member from his client, except for certain specified kinds of loans from a client 
financial institution when made under "normal lending procedures, terms, and requirements." 
Terminology 
For purposes of Rule 101-A-3, the following are defined: 
Loan 
A loan is considered to be a financial transaction, the characteristics of which generally include, 
but are not limited to, an agreement that provides for repayment terms and a rate of interest. 
Financial Institution 
A financial institution is considered to be an entity that, as part of its normal business operations, 
makes loans to the general public. 
Normal Lending Procedures, Terms, and Requirements 
"Normal lending procedures, terms, and requirements" relating to a member's loan from a financial 
institution are defined as lending procedures, terms, and requirements that are reasonably compa-
rable with those relating to loans of a similar character committed to other borrowers during the 
period in which the loan to the member is committed. Accordingly, in making such comparison and 
5 
in evaluating whether a loan was made under "normal lending procedures, terms, and require-
ments," the member should consider all the circumstances under which the loan was granted, 
including— 
1. The amount of the loan in relation to the value of the collateral pledged as security and the credit 
standing of the member or his firm. 
2. Repayment terms. 
3. Interest rate, including "points." 
4. Requirement to pay closing costs in accordance with the lender's usual practice. 
5. General availability of such loans to the public. 
Related prohibitions that may be more restrictive are prescribed by certain state and federal agen-
cies having regulatory authority over such financial institutions. Broker-dealers, for example, are 
subject to regulations by the Securities and Exchange Commission. 
6 
PROPOSED RULING NO. 66 UNDER RULE OF 
CONDUCT 101, "INDEPENDENCE" 
Member's Investment in Individual 
Retirement Account or Keogh Retirement Plan 
EXPLANATION 
The Professional Ethics Division receives numerous inquiries from members about whether an invest-
ment by a member's IRA or Keogh plan in a client company would be considered to impair the member's 
independence with respect to that company. 
Rule 101, "Independence," provides, in part, that "the independence of a member or a firm of which he 
is a partner or shareholder will be considered to be impaired if during the period of the professional 
engagement, or at the time of expressing an opinion, he or his firm had or was committed to acquire any 
direct or material indirect financial interest in the enterprise." 
The Professional Ethics Executive Committee considers an investment by a member's IRA or Keogh 
plan in a client to constitute a direct financial interest in the client. 
Ruling No. 66 is being proposed to advise members that under Rule 101 of the AICPA Code of Profes-
sional Ethics any investment by a member's IRA or Keogh plan in a client would be considered to impair 
that member's independence with respect to that client under Rule 101-A-l. 
TEXT OF PROPOSED RULING 
Member's Investment in Individual Retirement 
Account or Keogh Retirement Plan 
Question—A member has been engaged to perform a service requiring independence for a client com-
pany. The member has established an IRA or Keogh plan through which the member has invested in 
the client company. Would the member's independence be considered impaired because of this 
investment? 
Answer—Any investment by a member's IRA or Keogh plan in a client company would be considered 
to be a direct investment by the member in that client and would therefore impair the member's inde-
pendence with respect to that client pursuant to Rule 101-A-l. 
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PROPOSED RULING NO. 67 UNDER RULE OF 
CONDUCT 101, "INDEPENDENCE" 
Member's Depository Relationship With Client 
Financial Institution 
EXPLANATION 
Members are often asked to provide a service requiring independence for a financial institution at which 
the member maintains a checking account or has savings accounts, certificates of deposit, or money 
market accounts. 
The Professional Ethics Executive Committee proposes to promulgate Ruling No. 67 to clarify for the 
membership the circumstances under which a depository relationship of the type discussed above 
would not impair the member's independence with respect to the client financial institution. 
As provided in Ruling No. 67, the member's independence would not be considered impaired with 
respect to the financial institution provided that the checking account, savings accounts, certificates of 
deposit, and money market account are fully insured by appropriate state or federal government deposit 
insurance agencies. Furthermore, pursuant to Ruling No. 67, the member's independence would not 
be considered impaired even if the money market account is not fully insured by state or federal govern-
ment deposit insurance as long as the portfolio of the money market account consists solely of instru-
ments backed by the full faith and credit of a state or federal government. 
TEXT OF PROPOSED RULING 
Member's Depository Relationship With Client 
Financial Institution 
Question—A member maintains a checking account or has savings accounts, certificates of deposit, or a 
money market account at a financial institution for which the member provides a service requiring inde-
pendence. Would the member's checking account or savings accounts, certificates of deposit, and 
money market account impair his independence with respect to the financial institution under Rule 
101-A-3? 
Answer—The member's independence would not be considered to be impaired under Rule 101-A-3 
with respect to the financial institution provided that the checking account, savings accounts, certifi-
cates of deposit, and money market account were fully insured by appropriate state or federal govern-
ment deposit insurance agencies. If the money market account is not fully insured by state or federal 
government deposit insurance agencies, the member's independence would be considered impaired— 
unless the portfolio of the money market account consists solely of instruments (such as U.S. Treasury 
obligations) backed by the full faith and credit of a state or federal government. 
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PROPOSED RULING NO. 68 UNDER RULE OF 
CONDUCT 101, "INDEPENDENCE" 
Servicing of Loan 
EXPLANATION 
Many members have inquired about whether the mere servicing of a member's loan by a financial insti-
tution for which the member provides a service requiring independence would impair the member's 
independence with respect to the financial institution. 
Ruling No. 68 is proposed by the Ethics Executive Committee to provide guidance to members on this 
subject. 
The proposed ruling provides that the mere servicing of a member's loan by a client financial institution 
would not impair the member's independence with respect to the client as long as there is no risk of loss 
to the client arising from the loan being serviced. 
TEXT OF PROPOSED RULING 
Servicing of Loan 
Question—A member provides a service requiring independence for a financial institution. Would the 
mere servicing of a member's loan by the client financial institution impair the member's independence 
with respect to the client? 
Answer—The mere servicing of a member's loan by a client financial institution would not impair the 
member's independence with respect to that client as long as there was no risk of loss to the client with 
respect to the loan being serviced. 
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PROPOSED RULING NO. 69 UNDER RULE OF 
CONDUCT 101, "INDEPENDENCE" 
Blind Trust 
EXPLANATION 
Rule 101, "Independence," provides that "the independence of a member or a firm of which he is a 
partner or shareholder will be considered impaired if, during the period of the professional engagement 
or at the time of expressing an opinion, he or his firm had or was committed to acquire any direct or 
material indirect financial interest in the enterprise." 
The Professional Ethics Division receives numerous inquiries from members about whether the inde-
pendence of a member owning a direct or material indirect financial interest in the client would be 
considered impaired if the member transfers such interest to a blind trust. 
Ruling No. 69 Under Rule of Conduct 101 has been developed to advise members that a member's 
independence would be considered impaired under Rule 101-A-l whether or not the member's direct 
financial interest in the client is placed in a blind trust. 
TEXT OF PROPOSED RULING 
Blind Trust 
Question—A member has a direct financial interest in an enterprise for which the member has been 
engaged to perform a service requiring independence. Would the independence of the member be con-
sidered impaired if the member transfers the direct financial interest into a blind trust? 
Answer—The independence of the member would be considered impaired under Rule 101-A-l 
whether or not the financial interest is placed in a blind trust. 
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PROPOSED RULING NO. 70 UNDER RULE OF 
CONDUCT 101, "INDEPENDENCE" 
Joint Investment With a Promoter 
and/or General Partner 
EXPLANATION 
The Executive Committee of the Professional Ethics Division previously issued an omnibus exposure 
draft that included a proposed ethics ruling entitled "Joint Investment With a Promoter and/or General 
Partner." In response to member comments, that proposed ruling is now being reexposed in a revised 
form. 
This proposed ethics ruling was developed to illustrate that a member's limited partnership investment 
in a nonclient limited partnership that is controlled by the same promoter and/or general partner as the 
member's audit (or other services requiring independence) client limited partnership would cause an 
impairment of independence, but only if the member's financial interest is material to his net worth. 
Ruling No. 62 under ET section 191 provides guidance for joint investments when both the member and 
client are limited partners; however, it does not focus on the relationship that involves the client (or an 
officer, director, or principal owner thereof) functioning as the promoter or general partner. 
The proposed ruling proscribes such material (to the member's net worth) investments in limited part-
nerships with audit (or other services requiring independence) clients, or with an officer, director, or 
principal owner thereof. These material investments are proscribed by the ruling whether acquired by 
the member prior or subsequent to the establishment of the client relationship. 
TEXT OF PROPOSED RULING 
Joint Investment With a Promoter 
and/or General Partner 
Question—A private, closely held entity functions as a promoter of nonpublic, closely held real estate 
limited partnerships and continues to be associated with Limited Partnership A as the general partner. A 
member's firm has been asked to provide a service requiring independence for a new related Limited 
Partnership B with the same promoter and/or general partner. The member's firm does not audit the 
private, closely held entity or Limited Partnership A. The member has a material (to member's net 
worth) limited partnership interest in Limited Partnership A. Would the member's firm be independent 
for purposes of providing services to Limited Partnership B? 
Answer—For the purposes of Rule 101, the member's financial interest in Limited Partnership A would 
be considered a "joint closely held business investment" with the general partner of Partnerships A and 
B. The member's financial interest in Limited Partnership A is material to the member's net worth; 
consequently, the firm's independence would be considered to be impaired with respect to Limited 
Partnership B pursuant to Rule 101-A-2. 
See Ruling No. 63 for related guidance with respect to prospective financial information. 
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PROPOSED RULING NO. 182 UNDER RULE 
OF CONDUCT 501, "ACTS DISCREDITABLE" 
Termination of Engagement Prior to Completion 
EXPLANATION 
Interpretation 501-1 of the Code of Professional Ethics provides that "retention of a client's records after 
a demand is made for them is an act discreditable to the profession in violation of Rule 501." The inter-
pretation further provides that "if a member is engaged to perform certain work for a client and the 
engagement is terminated prior to completion of such work, the member is required to return or furnish 
copies of only those records originally given to the member by the client." 
The Professional Ethics Division receives numerous inquiries from members questioning at what point 
an engagement to prepare a tax return is considered to be completed. Proposed Ethics Ruling No. 182 
under ET section 591 is being promulgated to clarify this issue. The proposed ruling provides that if a 
member has been engaged to prepare a tax return and the client or the member terminates the engage-
ment before the tax return is delivered to the client, the member's responsibility under Interpretation 
501-1 is to return only those records originally provided to the member by the client. 
TEXT OF PROPOSED RULING 
Termination of Engagement Prior to Completion 
Question—Does Rule 501 require a member to furnish a tax return or supporting detail to a client if the 
engagement to prepare the tax return is terminated prior to its completion? 
Answer—As provided in Interpretation 501-1, if an engagement is terminated by either the member or 
the client prior to completion, the member is required to return or furnish copies of only those records 
originally given to the member by the client. Therefore, if a member has been engaged to prepare a tax 
return and the client or the member terminates the engagement before the tax return is delivered to the 
client, the member's responsibility is to return only those records originally provided to the member by 
the client. 
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PROPOSED WITHDRAWAL OF INTERPRETATION 201-3 
UNDER RULE 201, "GENERAL STANDARDS" 
Shopping for Accounting or Auditing Standards 
EXPLANATION 
In July 1986, the Auditing Standards Board issued Statement on Auditing Standards No. 50, Reports on 
the Application of Accounting Principles. This statement provides guidance for members in public 
practice— 
a. When preparing a written report on the application of accounting principles to specified transac-
tions, either completed or proposed ("specific transactions"). 
b. When requested to provide a written report on the type of opinion that may be rendered on a specific 
entity's financial statements. 
c. When preparing a written report to intermediaries on the application of accounting principles not 
involving facts or circumstances of a particular principle ("hypothetical transaction"). 
d. When providing oral advice on the application of accounting principles to a specific transaction or on 
the type of opinion that may be rendered about an entity's financial statements. The Statement also 
provides guidance when the reporting accountant concludes the advice is intended to be used by a 
principal to the transaction as an important factor considered in reaching a decision. 
The Professional Ethics Executive Committee has concluded that SAS No. 50 provides appropriate 
guidance to members on those occasions when a client of another public accountant retained to report 
on the client's financial statements requests a member to provide professional advice on accounting or 
auditing matters in connection with the financial statement of that client. Therefore, the committee 
proposes that Interpretation 201-3, "Shopping for Accounting or Auditing Standards," be withdrawn. 
TEXT OF EXISTING INTERPRETATION 
PROPOSED FOR WITHDRAWAL 
Shopping for Accounting or Auditing Standards 
If a client of another public accountant who is retained to report on the client's financial statements 
requests a member to provide professional advice on accounting or auditing matters in connection with 
the financial statements of that client, the member before giving such advice must consult with the other 
accountant to ascertain that he is aware of all the available facts relevant to forming a professional judg-
ment on the appropriate accounting or auditing standard to be applied. In deciding whether to provide 
such advice, the member should bear in mind that, among other things, the client and its public 
accountant may have disagreed about the facts, accounting or auditing standards, or similar significant 
matters. 
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